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This report presents the results of our review of the Internal Revenue Service’s (IRS) efforts to
implement Year 2000 (Y2K) compliance with External Trading Partners (ETPS), such as state
and local agencies, and banks.

In summary, we found that the Century Date Change Project Office is making progress
towards effectively implementing Y2K compliance with ETPs. However, continued emphasis
is still needed to improve the accuracy of data on the inventory system used to track and
monitor Y2K compliance, and to complete two key ETP-related project milestones.
Aggressive management of these areas will reduce the risk that exchange of data files with
ETPs will be interrupted after December 31, 1999.

We recommended implementing an oversight process for ensuring accurate ETP information
on the inventory system and presenting delayed ETP-related project milestones at the IRS’
Y2K Executive Steering Committee meetings, to help further minimize the risks with the Y2K
conversion efforts. Delayed project milestones should also be completed prior to the final
phase of the end-to-end systems testing beginning in October 1999. This will ensure that the
IRS can continue accurate and uninterrupted processing beyond December 31, 1999.

The Chief Information Officer concurred with the facts in the report and has agreed to take
corrective action. However, management’s corrective actions to help improve the accuracy of
ETP information on the inventory system were different than what we had recommended. In
addition to having IRS organizations and field offices certify the accuracy of information on the
inventory system, we believe that periodic sampling and independent validation of the data is
needed. IRS management’s comments have been incorporated into the report where
appropriate and the full text of their comments is included as an appendix to the report.



Copies of this report are also being sent to IRS managers who are affected by the report
recommendations. Please call me at (202) 622-6510 if you have any questions, or your staff
may contact Scott E. Wilson, Associate Inspector General (Information Systems Program), at
(202) 622-8510.
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Executive Summary

Bringing the Internal Revenue Service's (IRS) systemsinto Year 2000 (Y 2K) compliance
requires close coordination with many external organizations that receive data from or
provide datato the IRS. External organizations sharing data with the IRS include state
and local governments, banks, other Federal agencies, and foreign governments. These
external organizations are known as External Trading Partners (ETPs). Implementing

Y 2K compliance with ETPsiscritical to ensure that the IRS can accurately process tax
returns and other tax data beyond December 31, 1999.

We have been evaluating the IRS' progress to implement Y 2K compliance with ETPs
due to the significant challenge and potential impact to its operations if the IRS is unable
to exchange critical information. In aprior report (Evaluation of the IRS Effortsto
Implement Year 2000 Compliance for External Trading Partners, November 24, 1998),
we found that the Century Date Change (CDC) Project Office management had made
cons derable headway in inventorying external data exchanges and communicating the
IRS Y2K format changeswith ETPs. We also found that continued efforts were needed
to ensure that IRS systems met Y 2K compliance standards and to correct discrepanciesin
theinventory of external data exchanges. During this audit, we continued to evaluate the
IRS progressto ensure Y 2K conversion of external data exchanges and to follow up on
corrective actions from the previous audit mentioned above.

Results

The IRS continues to make significant progress to effectively implement Y 2K
compliance with ETPs. The CDC Project Office' s efforts have reduced the possibility
that IRS operations will be interrupted due to problems occurring from the exchange of
data fileswith ETPs after December 31, 1999. However, continued emphasisis till
needed to improve the accuracy of data on the inventory system used to track and
monitor Y 2K compliance, the Integrated Network and Operations Management System
(INOMS), and to compl ete two key ETP-related project milestones. Continuing to
aggressively manage these areas will help further minimize the risks associated with the
conversion of external data exchanges.

Reliable Data is Needed on the External Trading Partner | nventory
System for the Century Date Change Project Officeto Accurately Track
Conversion Progress

The CDC Project Office developed several reports to closely monitor the progressin

several key activities, and elevated concernsto the Y 2K Executive Steering Committee
for senior-level intervention. CDC Project Office management isusing the INOMS
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database as the primary source to track and measure progressin ETP-related activities.
For example, three milestones (compatibility testing, technical contact, and production)
are used to track the progress of each IRS function in converting their files.
Compatibility testing refersto when the receiving agency (ETP or IRS) can successfully
process the exchanged data file. However, we identified several inaccuraciesin key data
fieldson INOMS.

Our analysis of 125 data files showed that:

Twenty-eight of the 125 data files had at least one milestone date inaccurately shown
as completed on INOMS. Twenty-three of the 28 data files had incorrect entries for
the compatibility testing milestone which should represent the date that a test file was
successfully exchanged with an ETP.

Twenty of the 125 data files had an inaccurate datein at least 1 of the milestone
fields.

These and other instances of unreliable information input by functional organizations
hamper the CDC Project Office' s ability to monitor progress and raise important
concerns to the Executive Steering Committee.

Completion of Compatibility Testing and External Trading Partner
Certifications Would Further Minimize the Risks Associated with the
Conversion of External Data Exchanges

Procedures were implemented to certify the effective date of Y 2K format changes with
ETPs and to identify external data exchanges requiring the development of contingency
plans, including data bridges. Data bridges are programs that enable a'Y 2K-compliant
program to exchange data successfully with programs that are not yet Y 2K compliant.

In addition, the CDC Project Office contracted with an outside vendor to reassess key
ETPsthat represented a potential level of risk to the IRS. While these efforts by the CDC
Project Office are significant to ensure Y 2K compliance with ETPs, two key project
milestones are delayed. They should be closely managed to ensure completion prior to
the final phase of end-to-end systems testing beginning in October 1999. End-to-end
systems testing is a test of the most mission critical tax processing systemsin a simulated
Y 2K environment.

Compatibility Testing

The CDC Project Office scheduled the completion of all data file compatibility testing
with ETPsfor August 1998, which was not accomplished. As of March 10, 1999, the
IRS had completed compatibility testing for 236 (88 percent) of 269 exchanged data files
requiring conversion. Most data files not compatibility tested are scheduled for the latter
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conversion phases. The higher priority applications (i.e., mainframe applications) were
scheduled in the earlier of the phases ranging from January 1997 through January 1999.

External Trading Partner Certifications

The certification of the compliant format and effective dates with ETPs was originally
scheduled for April 1998. The CDC Project Office rescheduled the completion of ETP
certifications for February 25, 1999. Asof March 10, 1999, the IRS had completed 1,069
(89 percent) of the 1,203 certificationswith ETPs. This percentage is significant given
the volume of externally exchanged data files. However, continued delays in completing
this milestone could jeopardize future data file exchanges if the ETP does not clearly
communicate to the IRS its intent to convert or not convert to a'Y 2K-compliant format.

Summary of Recommendations

We recommended implementing an oversight process for ensuring accurate ETP
information on INOM S and presenting delayed ETP-related project milestones at the
Executive Steering Committee meetings to help further minimize the risks with the Y 2K
conversion efforts. Delayed project milestones should be completed prior to the final
phase of the end-to-end systems testing beginning in October 1999. Thiswill ensure that
the IRS can continue accurate and uninterrupted processing beyond December 31, 1999.

IRS management responded to these recommendations and initiated corrective actions.
The CDC Project Officeis requesting the IRS organizationsto validate their ETP
file/data exchange mappings and is requesting the business owners of the data exchanges
to validate that al their data exchanges and trading partners had been identified, and to
notify the CDC Project Office of any additional data exchanges or trading partners. Also,
the CDC Project Office will include delayed ETP-related milestones in the Executive
Steering Committee “read ahead” material used for meetings. Management’s complete
response isincluded in Appendix 1V.

Management’s corrective actions to help improve the accuracy of ETP information on the
inventory system were different than what we had recommended. In addition to having
IRS organizations and field offices certify the accuracy of information on the inventory
system, we believe that periodic sampling and independent validation of the inventory is
needed.
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We performed thisreview to
evaluate the IRS continued
progress to ensure Y2K
conversion of external data
exchanges and to follow up on
corrective actionsfroma
previous audit.

Introduction

The Commissioner established a 12-step Servicewide
Combined Management Program for the IRS Century
Date Change (CDC) and the 1999 Filing Season efforts.
The Internal Revenue Service's (IRS) Year 2000 (Y 2K)
efforts are one of four critical Information Systems
projects monitored monthly by the Commissioner’s

Y 2K Executive Steering Committee. We initiated this
review as part of our plan to evaluate the IRS' efforts to
inventory External Trading Partners (ETPs) data
exchanges and data files, establish milestones for
completing the process, and establish an outreach
program with ETPs.

We conducted the review between September 1998 and
February 1999 as part of the Treasury Inspector Genera
for Tax Administration’s coordinated reviews of the
IRS Y 2K €efforts.

Objective and Scope

Our overall objective for thisreview was to evaluate
IRS' continued progress to ensure Y 2K conversion of
external data exchanges and to follow up on corrective
actions from a previous audit (Evaluation of the IRS
Efforts to Implement Year 2000 Compliance for

External Trading Partners, November 24, 1998). We
evaluated programs scheduled by the IRS for completion
in phases | through V of the Y 2K conversion process.

To accomplish this objective, we focused our testsin the
following areas:

Ensuring that the system in place to inform
executive management of the project’s progress
continued to operate effectively.

Determining whether the Integrated Network and
Operations Management System (INOMYS)
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The IRS shares data with
many external organizations.
Close coordination is critical
to ensure that these external
organizations have
implemented the new Y2K-
compliant date formats.

accurately reflected information related to
external data exchanges.

Evaluating the effectiveness of the certification
process in ensuring that all ETPs comply with
the Y2K standard.

Evaluating the effectiveness of contingency
plans developed for external data exchanges with
ETPs, including the devel opment of data bridges.

We performed our review at or obtained information
from the CDC Project Office. We conducted the review
in accordance withGovernment Auditing Standards.

Details of our audit objectives, scope, and methodol ogy
areincluded in Appendix I. Maor contributorsto this
report are shown in Appendix I1.

Background

Year 2000 isacritical problem facing the global data
processing community. By January 1, 2000, numerous
calculations and other critical computer operations
using, manipulating, or updating date fields will not
work correctly with the two-digit representation of the
year in most computer applications.

The century date change problem is a major challenge to
the IRS in converting data that it processes internally.
Additionally, the IRS shares data with many external
organizations, including state and local governments,
banks, other Federal agencies, and foreign governments.
External organizations that receive data from or provide
datato the IRS are known as ETPs. Close coordination
with the ETPsis essential to assure that the new Y 2K -
compliant date formats have been implemented and the
date of the changes communicated.

TheIRS vision for addressing ETP issuesisto ensure
that all ETPs are identified, contacted, and informed of
the IRS Y 2K format changes and the effective date of
the changes. Additionally, all files transmitted to and
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The CDC Project Office has
responsibility for monitoring
the progress of the IRS Y2K
conversion efforts for
externally traded files.

from ETPswill be inventoried, as well as the systems
thefilesrun on. The points of contact at both the IRS
and ETP level will also beidentified.

The CDC Project Office isresponsible for monitoring
the progress of the IRS Y 2K conversion efforts for
externally traded files and for supporting functional
areas to ensure that the ETPs understand the CDC
conversion process. The CDC Project Office usesthe
Trading Partner Data Exchange (TPDX) on INOMSto
facilitate the tracking and reporting of ETP activities.

To facilitate management of the conversion, the
implementation process was initially divided into five
phases based on the semi-annual IRS production cycles.
The completion dates for the five phases ranged from
January 1997 through January 1999. The CDC Project
Office has since added two phases for new devel opment
and exception applications with January 31, 2000, as the
latest completion date. Any application scheduled for
conversion in the latter two phases requires an approved
waiver.

To track the progress of converting files exchanged with
ETPs, the CDC Project Office established three
milestones: technical contact, compatibility testing, and
production. Technical contact represents the date when
the programmer informs his or her ETP counterpart of
the Y 2K-compliant format and conversion date.
Compatibility testing occurs when the receiving agency
can successfully process the exchanged test file. The
production milestone is achieved once the compliant file
isfully implemented in production.

Key dates related to other CDC Project Office ETP
activities include the following:

September 1997 - contingency plans for non-
conforming data exchanges were to be prepared.

April 1998 - al certifications with ETPs were to be
signed. The completion date was changed to
February 1999.
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Although significant progress
has been made to implement
Y2K compliance with ETPs,
continued emphasis is needed
to ensure there isreliable data
on INOMS and to complete
two key ETP-related project
milestones.

CDC Project Office efforts
significantly reduce the risk
that IRS operations will be
interrupted due to problems
occurring from the exchange
of data fileswith ETPs after
December 31, 1999.

August 1998 - all data file exchanges with an ETP
were to be tested.

January 1999 - all bridges for non-conforming data
exchanges were to be developed. Data bridges are
programs that enable a Y 2K-compliant program to
exchange data successfully with programs that are
not yet Y 2K compliant.

Results

IRS is making considerable progress in effectively
implementing Y 2K compliance with ETPs. The CDC
Project Office' s efforts reduce the possibility that IRS
operations will be interrupted due to problems occurring
from the exchange of data files with ETPs after
December 31, 1999. However, continued emphasisis
still needed to improve the accuracy of dataon INOMS
and to complete two key ETP-related project milestones.

Progressin I mplementing Y2K Compliance with
External Trading Partners

CDC Project Office management implemented controls
and proceduresto certify with ETPs the effective date of
Y 2K format changes and identify external data
exchanges requiring the development of contingency
plans. Other efforts by the CDC Project Officeinclude
the following:

Identifying 295 ETPs and 410 externally exchanged
datafiles as of March 10, 1999.

Developing several reportsto closely monitor the
IRS progressin several key activities and elevating
significant risks to the Executive Steering
Committee for senior-level intervention.

Contracting with an outside vendor to reassess key
ETPs that represented a potentially high level of risk
tothe IRS.
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INOMSis used to track the
progress of each functionin
converting externally
exchanged data files.

Twenty-eight (22 percent) of
the 125 data files reviewed
had at least 1 milestone date
erroneously entered as
compl eted.

I ssuing memoranda, starting on December 11, 1998,
requiring contingency plans from functions
responsible for data file exchanges determined to be
at risk.

These efforts significantly reduce therisk that IRS
operations will be interrupted due to problems occurring
from the exchange of data files with ETPs after
December 31, 1999.

Need for Continued Emphasisin Two Areas

While many of the procedures have been effective,
closely monitoring the following areas will help further
minimize the risks with the Y 2K conversion efforts for
data exchanges with external trading partners.

Reliable Data is Needed on the External Trading
Partner Inventory System for the Century Date
Change Project Office to Accurately Track
Conversion Progress

CDC Project Office management isusing the INOMS
database as a tool to track and measure progressin ETP-
related activities. Asof March 10, 1999, the IRS
reported 269 externally traded data files that required
conversion to the Y 2K-compliant format. The CDC
Project Office established three milestonesto track the
progress of each function in converting itsfiles. Each
function is given a green, yellow, or red status based on
the difference between the planned and actual
percentage of completion. Functionsreceiving ared
status are issued memoranda requiring the devel opment
of contingency plans.

We found several inaccuraciesin the milestonefieldsin
INOMS during our analysis of 125 externally exchanged
datafiles. Specificaly:

Twenty-eight of the 125 data files (22 percent) had
at least 1 milestone date erroneoudy entered as
completed. Several of these files were incorrectly
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A considerable number of
inaccuracies diminishes the
CDC Project Office' s ability
to accurately track and
measure the progress of
converting files.

identified with having a date field requiring
conversion, while others were files not externally
traded. Twenty-three of the 28 data files had
incorrect entries for the compatibility testing
milestone.

Twenty of the 125 data files (16 percent) had an
inaccurate datein at least 1 of the milestone fields.

In addition, most of the data files containing bridges
were not reflected on INOM S with a bridge indicator.
Sixteen of the 125 data files had bridges. We
determined that 11 (69 percent) of the 16 datafiles did
not have a bridge indicator reflected on INOMS.

Unreliable data, such asthat for the bridge indicators
and especially in the critical field of compatibility
testing, diminishes the ability of the CDC Project Office
to use INOMS and perform follow-up work such as
requesting contingency plans. In May 1998, the Acting
Associate Commissioner for Modernization/Chief
Information Officer required that each head-of-office
certify the accuracy and completeness of the Application
Program Registry (APR) on INOMS. However, a
considerable number of inaccuracies on the APR still
exist for ETPfiles. Several programmers attributed the
discrepanciesto either not clearly understanding the
field definition or not being involved in inputting the
dataon INOMS.

Recommendation

1. Toprovidefor management oversight, the CDC
Project Office should periodically sample the
accuracy of the INOMS database and provide the
results to the appropriate head-of-office for
necessary action.

Management’s Response

The CDC Project Officeis not proposing a sampling of
ETP data contained within INOMS; however, it plans
to:
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| ssue a memorandum requesting the IRS
organizations to validate their ETP file/data
exchange mappings. The CDC Project Office will
provide printouts sorted by code maintenance
organization of the files and the data exchanges to
which they are mapped.

Require re-validated responses within 30 days from
the date of the memorandum.

Also, on March 23, 1999, the CDC Project Officeissued
a memorandum requesting the business owners of the
data exchanges to validate that all their data exchanges
and trading partners had been identified, and to notify
the CDC Project Office of any additional data exchanges
or trading partners. When each certification is
completed by both the IRS and individual trading
partner, three certification milestones are entered onto
INOMS (e.g. operational date for exchanging data, the
date the trading partner will be ready with the Y 2K-
compliant files, and the completion date of the
certification).

The CDC Project Office requires the responsible IRS
officialsto forward the signed certifications to the IRS
Governmental Liaison and Disclosure staff after they
post the milestonesto INOMS. The Governmental
Liaison and Disclosure staff performs a 100 percent
comparison of the forms and the entries on INOMS to
assure certification milestones are posted accurately.

Office of Audit’'s Comment:

Management’s response includes some corrective
actions to help improve the accuracy of ETP information
on INOMS. However, we do not believe it goes far
enough. More oversight on a periodic basis is needed
rather than just continuing to assign the responsibility to
the IRS organizations and field offices. Field officesin
the past have had the responsibility for certifying the
accuracy of information on INOMS and there continue
to beinaccuracies. While the responsibility for
oversight may be outside of the CDC Project Office, we

Page7



Opportunities Remain for the IRS to Further Minimize the Risks Associated with
Implementing Year 2000 Compliance for External Trading Partners

Continued delaysin key
project milestones could place
the IRS at a greater risk of
problems occurring with
external exchanges after
December 31, 1999.

believe that periodic sampling and feedback through
some form of oversight and assigning accountability is
needed.

Completion of Compatibility Testing and
External Trading Partner Certifications Would
Further Minimize the Risks Associated with the
Conversion of External Data Exchanges

The CDC Project Office established a Work Breakdown
Structure (WBS) for the Y 2K Program activities related
tothe ETP plan. Using the WBS, CDC Project Office
management divided the total ETP plan into several
tasks and established completion dates for several
milestones. Asof February 3, 1999, the WBS reflected
two key project milestones that were delayed.
Specifically, there have been delaysin:

Compatibility Testing
ETP Certifications

Although these delays are not critical, continued
dlippage could jeopardize the exchange of data files with
ETPson January 1, 2000. These activities should be
completed prior to the final phase of the end-to-end
systems testing beginning in October 1999. End-to-end
systemstesting is atest of the most mission critical tax
processing systemsin asimulated Y 2K environment.
Thiswill ensure that the IRS can continue accurate and
uninterrupted processing beyond December 31, 1999.

Compatibility Testing

Compatibility testing must be conducted on a converted
datafilethat is sent to or received froman ETP. The
purpose of the testing is to ensure successful and
accurate processing after the datafileis placed into
production in a'Y 2K-compliant format. Compatibility
testing should be reported as compl ete once the receiver
confirms that the exchanged file was successfully
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Further delays reduce the
amount of time available to
complete testing prior to
placing exchanged filesinto
production.

The CDC Project Office
implemented an effective
certification process, but
delays could jeopardize future
ETP exchanges.

processed. The CDC Project Office had scheduled the
completion of compatibility testing for August 5, 1998.

As of March 10, 1999, the CDC Project Office reported
that the IRS had completed compatibility testing on 236
(88 percent) of the 269 files to be converted to a 'Y 2K -
compliant format. However, the actual percentage may
be lower since our review of 125 data files reflected that
compatibility testing had not been achieved on 9 of the
87 datafilesidentified on INOMS as being compl eted.
Most data files not compatibility tested are scheduled for
the latter conversion phases. The higher priority
applications (i.e., mainframe applications) were
scheduled in the earlier of the phases ranging from
January 1997 through January 1999.

Further delays reduce the amount of time available for
programmers to schedul e testing with the ETPs prior to
placing the file into production, exposing the IRS to
additional risk.

External Trading Partner Certifications

In June 1998, the CDC Project Office began the
certification process in phases for which IRS executives
and trading partners certify their readinessto be Y 2K
compliant. The certification formsare very important
since they provide the IRS assurance that the ETPs are
informed of the standards and that the ETPs will be
ready to accept or provide externally traded filesto the
IRS using the CDC standard.

We reviewed the certification process and determined
that the CDC Project Office established adequate
controls to ensure that:

All known data exchanges were included in the
certification process.

Responses not received were identified and follow-up
procedures implemented.
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ETPs not ready to comply with the standard by the
required operational date could be adequately
addressed.

However, the IRS has al so experienced a significant
delay in completing this milestone. In aprior report
(Evaluation of the IRS Efforts to Implement Year 2000
Compliance for External Trading Partners,

November 24, 1998), we advised Information Systems
management that the completion of certifications with
ETPs was significantly behind the scheduled

April 30, 1998, completion date. The CDC Project
Office reschedul ed the compl etion of this milestone for
February 25, 1999.

As of March 10, 1999, the CDC Project Office reported
that the IRS had completed 1,069 (89 percent) of the
1,203 certifications with ETPs for externally exchanged
datafiles. This percentageis significant given the
volume of externally exchanged data files. However,
continued delays in completing this milestone could
jeopardize future data file exchanges if the ETP does not
clearly communicate to the IRS its intent to convert or
not convert to a'Y 2K-compliant format.

Recommendation
2. CDC Project Office management should ensure that
delayed ETP-related project milestones are presented

at the Executive Steering Committee meetings to
ensure senior-level intervention when warranted.

Page 10



Opportunities Remain for the IRS to Further Minimize the Risks Associated with
Implementing Year 2000 Compliance for External Trading Partners

The IRS should continue to
improve the accuracy of the
INOMS database and closely
monitor the status of meeting
milestones for ETPs.

Management’s Response

The CDC Project Office will include delayed ETP-
related milestones in the Executive Steering Committee
“read ahead” material. An ETP presentation will be
made if there are mgjor ETP risksidentified at a future
Executive Steering Committee meeting.

Conclusion

Identifying all externally exchanged data files and
updating them to ensure they are Y2K compliant is
critical totheIRS. Therisk totheRSishighif ETPsor
the IRS have not updated the files according to Y 2K
standards. The CDC Project Office has implemented
many effective procedures to monitor external data
exchange conversion efforts to reduce the possibility of
problems occurring after December 31, 1999. However,
to further minimize the risk of problems occurring from
the exchange of data files with ETPs after

December 31, 1999, the IRS needs to continue its efforts
to ensure the accuracy of dataon INOMS and resolve
delays in meeting milestone dates.
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Appendix |

Detailed Objectives, Scope and Methodology

Our overall objective for thisreview was to evaluate the Internal Revenue Service's
(IRS) continued progressto ensure Y ear 2000 (Y 2K) conversion of external data
exchanges and to follow up on corrective actions from a previous audit Evaluation of the
IRS Effortsto Implement Year 2000 Compliance for External Trading Partners,
November 24, 1998).

|. Toensurethat the status of External Trading Partner (ETP) activitiesis accurately
reflected and reported to the Century Date Change (CDC) Project Office Director and
Executive Steering Committee, we:

A. Reviewed the status of ETP activities reported to the CDC Project Office Director
at the biweekly ETP conference calls.

B. Reviewed the status of ETP activities reported at the monthly Executive Steering
Committee meetings.

I1. To evaluate the effectiveness of the vendor’s performance completing the key ETP
workplan and the CDC Project Office’ s actions to ensure key ETPs continue to make
adequate Y 2K progress, we:

A. Reviewed the Key ETP Follow-up Review Workplan to determine if the
deliverables provide a value-added service.

B. Reviewed the deliverables provided by the vendor to determineif the
requirements contained in the workplan were met.

C. Determined whether issues identified regarding key and significant ETPs were
properly reported and addressed by the CDC Project Office and the Executive
Steering Committee.

D. Determined whether actions taken by the CDC Project Office will effectively
address ETPs who are not making adequate Y 2K progress.

[11. To evaluate the accuracy of certain Integrated Network and Operations Management
System (INOMS) data for external data exchanges, we:

A. Reviewed a sample of 73 data files scheduled for conversion in Phases IV and V
and determined whether:

1. Appropriate fields on the Application Program Registry (APR) and Trading
Partner Data Exchange (TPDX) are popul ated.

2. Thelinked component, data exchange, and ETP are all accurate.
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B. Reviewed a sample of 125 data files scheduled for conversion in Phases |-V and
determined whether the milestone conversion dates are accurate by:

1. Contacting the ETP programmers to verify the technical contact date.

2. Reviewing documentation supporting compatibility testing for the data

exchanges documented as Y 2K compliant and ensuring that all issues have
been resolved.

Examining documentation (i.e., program transmittals) to verify the accuracy
of the data file production date and determining whether or not a bridgeisin
place.

C. Followed up on the INOMS accuracy issues identified in the previous audit by:

1.

2.

Verifying that data files inaccurately linked to data exchanges and ETPs were
corrected.

Ensuring that missing files, data exchanges, and ETPs were added to the
INOMS inventory.

V. To evaluate the effectiveness of the certification processin ensuring that all ETPs
comply with the Y 2K standard, we:

A.
B.

Performed a walkthrough and flowcharted the certification process.

Reviewed the certification process and assessed whether it includes adequate
controls to ensure that:

1.

All known data exchanges on INOMS are included in the certification
process.

a. Obtained documentation from the CDC Project Office identifying the data
exchange files that are to be included in the certification process.

b. Researched INOMSto identify all known data files that should be
included in the certification process.

c. Reconciled the above two lists.

Responses not received from ETPs are identified and follow-up procedures
are implemented.

ETPsthat will not be ready to comply with the standard by the required
operational date are adequately addressed.

Selected a sample of 103 data exchanges and determined whether:

1.
2.

Certifications were issued to and signed by the ETP.

The certification completion date, trading partner ready date, and operational
date are properly reflected on INOMS.
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V. To evaluate the effectiveness of contingency plans devel oped by the CDC Project
Office for external data exchanges with ETPs, we:

A. ldentified prior Audit and Government Accounting Office (GAQO) reports
addressing the IRS' Y 2K contingency plans for ETPs and determined:

1. The scope of the audit work.

2. Issuesidentified during the reviews, including recommendations.
3. Management’s proposed corrective actions for each finding.

4. The current status of the corrective actions.

B. Reviewed GAO and other agency contingency plan requirements and determined
whether the CDC Project Office’ s contingency management plan effectively
addresses ETP contingency requirements, to include:

1. Prioritizing data exchanges.
2. Receiving non-compliant files.
3. Deveoping data bridges.

C. Evaluated the development of bridges for ETP exchanged data files that have
characteristics of not meeting Y 2K conversion standards timely by:

1. ldentifying 70 datafiles that have characteristics of not meeting Y 2K
conversion standards.

2. Determining whether bridges have been developed for the 70 data files.

3. Determining whether the bridges have been tested and can be implemented
timely.
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Appendix Il

Major Contributors to This Report

Scott E. Wilson, Associate Inspector General (Information Systems Program)
Susan Boehmer, Acting Regional Inspector General for Audit

Thomas H. Black, Acting Deputy Regional Inspector General for Audit

Lynn W. Wofchuck, Audit Manager

Van A. Warmke, Senior Auditor

Mark K. Carder, Auditor

Andrea M. Hayes, Auditor

OliviaH. Jasper, Auditor

LindaW. Screws, Auditor

Tina Wong, Auditor
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Report Distribution List

Chief Information Officer 1S
Deputy Commissioner for Operations C:DO
Deputy Commissioner for Modernization C:DM
Deputy Chief Information Officer, Operations IS
Deputy Chief Information Officer, Systems 1S
Y 2K Program Director 1S:CD
Chief Operations Officer OP
Chief, Audit Assessment and Control Section IS:1:I1S:O:A
National Director for Legislative Affairs CL:LA
Assistant Commissioner (Program Evaluation and Risk Analysis) M:OP
Office of Management Controls M:CFO:A:M
Audit Liaison:
Office of Information Systems Program Oversight IS:IR:O
Century Date Change Project Office 1S.CD
Deputy Chief Information Officer, Operations IS
Deputy Chief Information Officer, Systems 1S
Chief Operations Officer OP

Appendix IlI
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Appendix IV

Management’s Response to the Draft Report

DEPARTMENRT OF THE TREASURY
INTERNAL AEVEHMUE FENYIGCE
WASHINGTDMN, O.C. 20ZX4

ECHA M) H M LR

WAy 26, 1990

MEMORANDUM FOR TREASURY SNSPECTOR GENERAL _ __
FOR TAX ADMINISTRATION ;

- i
FROM: Charles O. Rossottt gsj?y
Commissionas of Inrdemal R

SUBJECT: Manugemanl Fespones to Crah Audit Repart - Qpporiunitias
Femain for the Intemal Rovermue Sorvice 10 Furlhes binkmize the

Aisks Asxcciuted with Implememing Year 2000 Compllanos tor
Exismal Trnding Farzvers.

The Infonmation Systome (IS} srganization has complatad e review of the subject Drall
Awdit Report. The managamenl rapsonss is attachaed. foct

i you havve any questions, please call ma sl {202} 622.0511, or have & mamber of your
stofl call Dawid Junkine, Diractor, Otffice of Information. Assources Management, at
(302) 283-4060 or Basry Hetrmann, Chief, Offics of IS Program Oversight, at

(2032} 283-TEHB, na appropriate.

Attachmen

cc! Axsistant Inepecter Gereral for Auwdit
Cimctor, At Propacis
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DEPARTMENT OF THE TREASLIRY
INTERHAL REVEHYWE AXRYICE
WASHINGTON, D.C_ 30r24a

MY ~ T Beg

MEMORANDUM FOR TREASURY INSPECTCR GENERAL

FOR TAX ADMIFHSTRATICHN
FROM: fe. Pund . cmumv-'&::r Atfk
Chie! Information r
SUBJECT: Manageman Fesponsa 1o Deat Awdil Regort - Opportunities

Rarmaln fer the Internal Ravanue Service to Funber Minknize e

Risks Asuocinbed with Implemanting YYear 2000 Complinnos
External Trading Fmrf for

Tha Divector, Century Dade Change {CDC) Pro Office, has mviewsd
dmﬁmpqﬂandhupmﬁﬂmnmgmh:mnmﬂm;;um your subject

The Year 2000 (Y2K} Program is m fop Inlwnal Revenue Secvice (IRS) prcrity. The IAS
b mce slgrificant In preparing for the Year 2000, A.:nlunmh'lm,:nﬂy
mlﬂw141mhﬁmuwmmmmwnphﬂw placed back into
prodeiction for the 1996 Filing Sesson. The sucoessiul exchangs of Y2K compliam data
Tk with our Extenal Tfnciranh‘nutEle Is m koy sdement to the succaas of Y21,

The Commissloner chairs & montivy Executive Siwaring Committes {ESC) with
representatives from Tresaury, the IRS, and the National Troasury Empln%rua Linion.
msmmmmmmmumm-nmum.
The CDG Project Office will provide the ESC with brisfing materials on delayed ETF
milsstonsa, and pretstlations of any major ETP rigks.

The CDC Project Otfics will continue to monitor the IRS busingss owners of data
mmwmmmmmmmnumhir
knowiadge of our formal snd the gates of our Ble conversion. Ay of Apwil 21, 1999,
1,174 {981 %} of m totad of 1,197 cerlifications have been complated. Al

wra tchaduled to be corpleted by July 31, 1909,

Mﬂl_lpﬂ21.1m.lﬂhlﬁﬂ?'o‘lh4" Meas thwe IRS exchanges with itz EBxtemal
Trading Pariners are sither Yaar 2000 complint or havee been Tetined. All s that
were schedulad for complation by Janu 21,1999, ww complate. Thity-ons of the

remaining files arg schaduled for
ror ing 159 scha COmYe By July 31, 1996, with six to be converted
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Il your have any quastions, gloase cal me at (202) 622-6600, or have a member of your
statt cal David Junkins, Director, OFico of Information Asscurces Managamant, at
(202) 2824060, or Barry Hermman, Chial, OHica of 1S Proggemm Owersight, at

(202) 283-7308, a5 apprapriale.

Attachmani

co Azaizlant Inspector Ganssal for Audit
Crrector, Audil Projects
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Attachment

Management Resparnse to Draft Audit Report - Opportunities Remain for
the Internal Revemie Service to Further Minkmize the Risks Amsoclated
with implsmenting Year 2000 Compliancs for Extemul Trading Partners

Recommendation #1

Ta provide for managemant gversight, the Caniury Date Change {CDC) Project Offce

ﬁaﬁd whdma-m:ﬁ}mmw of the Inbygrated Metwork and !Dp-uzctﬂnm
gt m dafabase and provide e results 1o th priata

head-of-oifice for necessary action. ° Fwere

ovontaot, compatibility teating, and production dansmitial mad netion
organlzatiots did not enter the data comactly, resmed becsume Y

The COC Project OfMce dous not propose a sampling of the ETP data contained withi
INOMS. Hm.mmmuhﬁwmmmm "

Lorective Action 1A aivd #1B:

A.  Laxt year, the COC Project Ofica issusd w memarsndum dated Ju
requesting the IRS organizations to validate their Exiemal Trading oy
FilwTLiala Exchangs Wappings. The Infernal Revanue Service (IRS) exacitives ne-
validwiad their deta. On June 1, 1999, the COC Project OfMce will istue & simiter
memorandum and will provida printouts sorked by code meintenance
mm#hm@mmmmmimm“mmd‘ The
mmardl._lmwil Inchute sxcorpts from the Treasuwy lspecior Genersd for Tax
Adminirirstion mﬂmmmmukmhmmm

8. OnMach 23, 1959, m-ﬁnr.: Project Office issued a mymorandum requesting
hﬂmmdhmmhmﬂmammmaﬂu“
mmmhmmmmmmcmmmﬂm
addiflonal data exchanges or rading pariners which amm patabliphed through
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Aftachment

Managemant Responss 4o Draft Audit Report - Oppartunities Remain for
the internal Revenue Sarvice fo Further Sinimize the Rlake Aszscinted
with tmplamenting Year 2000 Compliance for External Trading Partners

January 31, 2000. Tha COGC Project Office provided the busmass ownars with a
ksting of the vald dota exchanges and trading partners as of March 18, 1999,
Responses are axpected by the end of April. Vwhen each cortification is completed

by both the IRS and The incividual trading pariner. hiee milestones am ontered on
IHOME., The certfication milesicnes anre:

{1} the operational dete ks exchanging Year-2000-complant ke,
{2} the dale tha rading partrer will ba ready with Year-2000-compliant fas, and
{3} tha completion date of certification.

An an inbernal coming] on the accuracy of the milestonas, the CDC Projact Offos
requinags the reapansible 1RS offficials 10 forward 1he signed certiflestions o the
Gevarmmental Lidison and Thaclosune (OF:EX:GLD) st after they post the
milestones to INOMS. The Govemmental Lisison and Disciosuna stalf performs a
100% comparigon of the forme arxd the entries on INOMS to essure the
caftifcalion mitestonss e posted accurately.

Tha CEC Project Cifice will monhor the: racaipt
of tha reeponsd memamnda requining
mairtanance organieations i valkhle thes

ETF date exchanges unid 3k memomanda have
bean racahnd.

Proposed: QB0 ORD

The CDC Pmject Offica will monitor the mecwipt
of fhe mapones Misnoratda from the business:
CWTWrS Naguiring thern to validsla all thex Jdata
wxchanges and Trading Partrens unit alt
remaranda havs boan o,

2
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Atachmant

Manageament Reaponse % Diaft Audit Repor| - Opportunitiss Romaln for
the Intermal Revenus Sorvice to Further Minimize the Risks Associated
with impiementing Year 2000 CompHance for External Trading Partners

Chief Information Cfficer 1S
Daputy Chisf Information Officer {Systems) IS
Dirmer, Coantury Date Change Projact Office 15:CO

Corrective Aclion w1A_Maopitoring Plan:

Tha COC Project Office will verify thal all maintenarce organizations have responded 1o
tha CDC Project Office by a memorandum & confirm the validily of their Extemal
Trading Partnar Fia/Mala Exchange Magpings.
Corrective Action #18, Monitoring Plan:

The CDC Project Offica will verily ihat all businass owners have responded to the

Governmental Liaimon and Disclosure Offica (OP-EX:GLD} by » memarandum carlifying
that aif their dada wxchanges and trading partnars have been dantifed.

Page22



Opportunities Remain for the IRS to Further Minimize the Risks Associated with
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Attlachment

Managament Rusponse to Draft Audit Report - Opportunities Remain for
tha Intermal Ravenus Service to Further Minimlzs ths Risks Associnted
with implamenting Year 2000 Compliance for External Yrading Partners

Bacomnvwndation 32

The COC Project Office manzagenent should anaure that delayed ETP

relatad
mllnstum_nre prezenied al tha Exvenslive Sicaring Committes (ESC) meetingx b
o0 Semor-lve intervention when wamantad,

Aasneament of Caune:

The bwo milesiones that have bean identifiod s delayed ara compatibility testing and

cefifications. Thesa mikistones should be treated mibeston datn
flle= ard cetifications. 24 separate %6 for the

mmmmhrmmmrﬁnﬂmmmmmmﬂu mt
of wak neaded to davelop a compiete and rabe o
o o and accurate Kst of data exchanges, irading

mmmmumwmmmuuhmmm L]
bwyond the mainlensnce owners control, Le.. the Wwading pwhnrhnﬂrandyh:uu
nnuurn:mmnnrth-tmdhnpnrhmdmmtmplr in @ firmedy Feshion.

Corrsctive Action #32;
Gm.ﬂuETthnManmﬂwmhhﬂuhﬂucmm

Date Change Risk Mansgament mesting. At thin tiene only risk sues thet hava
oeverity rafing of 1 ur 2 arg brought to the atrtian of the ESC. *
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Attachment

Managsment Responss (3 Draft Audit Report - Opportunitios Remain for
the Intarnaf Revsnus Service o Further MEnimize the Rlgks Axsocintad
with Implecanting Year 2000 Compliance for External Trading Partnera

impismontation Dals:

Caompised: Proposed OG0 1100%F

Tha COC Project Offica will prapara and
raviewt EEC “Tead ahead™ material to
aseure ETP isaues ame covarsd,

Respoaaibie Offivial Comactive Actlon #3:

Chilaf infotmadion Officar 1S
Deputy Chief Information Officer [(Systams) 15
Direchor, Century Date Changs Project OMee ISCD

Correcllys Action #2 Monitaring Plan:

The CDC Projact Gfiica will prepare a review of EEC "read abwad™ matesial to assure
ETP igsuws arg cavered, The COC Project e will confinug to monitor of risks in e

Risk Ansgsament process lo snsura ETP lssues ars raisad to the ESC, when ot a lawvel
1 or 2 risk swvarity.
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